This paper analyzes differences in welfare transitions between natives and immigrants in Sweden using a large representative panel data set, LINDA, for the years 1991 to 2001. The data contains administrative information on welfare use, country of birth, and time of arrival in Sweden among other things, and provides an excellent opportunity to examine immigrant-native differences in welfare use. The empirical results suggest that the main reason for the large immigrant-native welfare gap observed in the data is differences in welfare entry rates. Thus, policies aimed to reduce these transitions may be particularly successful in reducing welfare use in general and the immigrant-native welfare gap in particular. 
Introduction
The increase in immigration experienced by many Western countries in the last decade has led to raised concerns regarding immigrant over-utilization in welfare programs. In fact, this concern has incited some countries to restrict access to some government transfer programs for immigrants. In the U.S. for example, The Personal Responsibility and Work Opportunity Reconciliation Act (PRWORA) of 1996, restricts non-citizens who arrived after 1996 the right to receive most types of public assistance.
In Germany, immigrants without permanent residency may lose the right to stay in the country or may be denied residency extensions if they depend on social assistance.
Although the country studied in this paper, Sweden, does not treat immigrants differently from natives with respect to social assistance, immigration is central to the welfare debate. By the mid-1990's immigrants in Sweden accounted for nearly half of the country's expenditure on social assistance.
1 This is quite remarkable since immigrants represent approximately an 11 percent minority of the population (roughly the same foreign born population proportion as in the US, the UK, Austria, Belgium, France and the Netherlands). In addition, given that real expenditures on the social assistance program in Sweden increased by 170 percent between 1983 and 1996 and that the share of immigrants in the population during the same period increased from 7.6 percent to 10.8 percent, it is clear that understanding immigrants' welfare utilization is essential in explaining the expenditure trend.
Several studies have examined differences in welfare participation between immigrants and natives (see for instance Baker and Benjamin, 1995; Borjas and Hilton, 1996; Lofstrom, 2003 and Riphahn, 1998 for Canada, the U.S., Sweden and Germany respectively). However, to our knowledge, no study has analyzed immigrant welfare entry and exits, mainly due to a lack of representative panel data with sufficiently large number of foreign born individuals. Understanding the dynamic processes underlying the observed utilization of government transfer programs is essential, as pointed out by Plant (1984) . Of interest is also whether there are differences in the transitions between foreign and native born. This is of particular importance since immigrants are commonly found to be more likely to participate in welfare programs than natives in, for example, Sweden, Germany and the U.S. (Hansen and Lofstrom, 2003; Riphahn, 1998 and Borjas and Hilton, 1996) . An important question is whether the higher participation rates are due to higher entry rates among immigrants or lower exit rates, or a combination of the two. If, for example, immigrant and native welfare entry rates are similar, but immigrants display lower welfare exit rates, this would suggest that welfare is more of a temporary income support for native households than among immigrant households, who once they have started to receive assistance, may have difficulties leaving welfare.
In this paper we confine the analysis to transitions into and out of welfare and/or unemployment. Given that welfare may act as a form of unemployment insurance, particularly for new immigrants who are not yet eligible for the existing unemployment compensation programs, we consider alternative definitions of welfare participation to address this issue. Our goal is to answer the following questions: Are the greater welfare participation rates among immigrants due to differences in entry and/or exit rates and what are the specific roles of differences in welfare dynamics on the immigrant-native welfare gap? We also address the question of what factors affect welfare transition probabilities.
To answer these questions we estimate dynamic logit models, controlling for both endogenous initial condition and unobserved heterogeneity, taking advantage of a large nationally representative longitudinal data set, Longitudinal Individual Data (LINDA).
The data utilized contains information on more than 300,000 individuals annually for the period 1991 to 2001. The data is collected from administrative records which imply essentially no attrition and equally important, accurately reported welfare status.
The data show that immigrants are more likely to stay on welfare, or to receive unemployment insurance, given participation in the previous year and are less likely to exit welfare/unemployment in consecutive years than natives. Our empirical results suggest that the main reason for the immigrant-native welfare gap is differences in welfare entry rates. When using natives' estimated entry rates in predicting welfare participation for immigrants, we found that the welfare gap diminished substantially.
While using natives' estimated exit rates also reduced the gap, the reduction was substantially smaller. Our results also indicate that immigrant-native differences in observable characteristics are not the main contributors to the immigrant-native welfare gap.
Although some aspects of the immigrant welfare experiences are likely to be unique to Sweden, the many similarities in the immigrant and asylum seeker inflow, including how refugee immigrants are introduced to the new countries' public assistance systems and the difficulties faced in the labor market, suggests that our results are informative to the immigration debate in other countries.
The paper is organized in the following way. In section 2 we give background information about immigration, the social assistance program and unemployment insurance in Sweden. Section 3 describes the data and variables while Section 4 depicts trends and differences, between immigrants and natives, in government transfer program participation and transitions. In Section 5 we present the model and empirical specification. We discuss the results in Section 6 and conclude in Section 7.
Immigration and Welfare Programs in Sweden
One important reason for the increase in welfare participation during the first half of the 1990's, and the consequent growth in expenditures, was the widespread downturn in the economy and the subsequent rise in unemployment during this period. Figure 1 shows separately the unemployment rate for Swedish and foreign citizens between 1991 and 2001. 2 The official unemployment rate, among Swedish citizens, grew from 1.7 percent in 1990 to around 8 percent in 1996 and 1997. For foreign citizens, the labor market deteriorated even more. In 1990, approximately 4 percent were unemployed. This had increased to 25 percent by 1997. Even though the unemployment rates for foreign citizens decreased more than those for Swedish citizens in the subsequent period, a large gap remains in 2001. Additionally, the increase in welfare expenditures in Sweden in the 2 We lack information on separate unemployment rates for natives and immigrants for this period. It should be noted that the group of Swedish citizens include naturalized foreign-born individuals.
1990's can partly be explained by the large inflows of immigrants who arrived during this period, who were not yet eligible for unemployment insurance, and therefore had to rely on social assistance for their subsistence.
Immigration into Sweden
The inflow of immigrants to Sweden has undergone a number of changes during the last six decades. Naturally, the large inflow of immigrants has also changed the composition of the population in Sweden. 
Social Assistance in Sweden
The Swedish welfare system is well known internationally for the high degree of income security that it provides for its citizens. Recently, this generous system has been the target of a number of reforms, mainly due to the recession that hit Sweden, and many other countries, in the early 1990's.
As an ultimate safety net, people in Sweden are covered by social assistance (SA).
As with unemployment insurance, the eligibility rules and benefit levels are the same for immigrants and natives. In order to be eligible for SA, all other welfare programs, such as unemployment compensation, housing allowance (bostadsbidrag), child allowance (barnbidrag), maintenance allowance (underhållsbidrag) and various pensions, must be exhausted first. The benefit levels vary both across family types and regions, but are intended to cover expenses essential for a "decent" standard of living. To be eligible for SA benefits, a family must have income and assets below certain specified benefits levels, known as norms. The norms were, until 1998, determined in each of the 288 municipalities in Sweden. However, as of the 1 st of January 1998, the regional variations in the norms were replaced by a national norm in order to reduce the inequality aspect of having differentiated benefit levels across municipalities. 3 The norms serve as guidelines for the social worker who decides the actual size of the benefits. SA benefits are paid according to a schedule that sets a guarantee amount for a family of a given size. These benefits are reduced at a 100 percent reduction rate as the family's income rises.
Unemployment Insurance in Sweden
The Swedish unemployment insurance system consists of two parts:
unemployment benefits (Arbetslöshetskassa, UB) and unemployment assistance (Kontant arbetsmarknadsstöd, UA). In 1990, the coverage was slightly less than 80 percent of the labor force, with roughly 70 percent covered by UB and 10 percent by UA. To be entitled to compensation from UB, an unemployed worker must have paid membership fees to the UB fund for the last 12 months and must have been working for at least 75 days preceding the current unemployment spell. These conditions imply that many of the new entrants in the labor market, such as young workers and immigrants, are not entitled to compensation from UB. There is a time limit on UB and entitled workers can receive benefits for a maximum of 300 working days. Compared to non-Scandinavian countries, the benefit levels are quite generous with replacement rates varying between 75 and 90 percent during the 1990's.
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Workers who are not eligible for receiving UB may be entitled to compensation from UA. There exists a similar work requirement for receiving UA as for receiving UB, but there is no "membership" requirement. However, UA is substantially less generous than UB, both in terms of benefit duration and compensation levels.
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Immigration and Welfare in Other Developed Countries in the 1990s
Sweden's immigrant experience in the 1990s is not unique, particularly regarding refugees and welfare. The inflow of new refugee immigrants in Europe has put an increased pressure on immigrant public assistance expenditure and hence increasing efforts have been taken to integrate immigrants effectively into the respective labor markets (SOPEMI, 2000) . Like Sweden, Austria, France, Germany, the Netherlands and the United Kingdom, among others, received large numbers of asylum seekers during the 1990's. The policy of introducing refugees to public assistance upon arrival in the new host country is not surprising given the limited available opportunities for self-support and is also utilized in, for example, Germany (Riphanh, 1998) and the Netherlands (van Ours and Veenman, 1999) . U.S. policy also recognizes the difficult situation faced by newly arrived refugee immigrants and consequently, non-naturalized refugees in the U.S.
are exempt from the restrictions placed on immigrant access to welfare introduced by PRWORA. Lastly, the relationship between immigrant and native unemployment is not unique to Sweden. Like Sweden, immigrants in Austria, Belgium, France and the Netherlands, also experience unemployment rates that are at least twice as high as the ones experienced by the native born population (SOPEMI, 2003) .
Data
Description of the Data and Sampling Procedures
The data used in this paper is obtained from a recently created Swedish detailed description of the data used here, including the sampling structure, see Edin and Fredriksson (2000) .
The sample used in this study consists of information from LINDA for the years 1991-2001 and consists of men and women between the ages of 18 and 65. We exclude students and retired individuals. Furthermore, we restrict our sample to a balanced panel over the entire period, yielding a sample size of 92,223 individuals. As a sensitivity check, we estimate our models using an unbalanced panel. 6 We define a person to be an immigrant if he/she was born abroad, and a refugee immigrant if he/she was born in a refugee country, as defined by the Swedish Immigration Board, or in a sub-Saharan The possibility of non-random return migration is another reason to define the immigrant sample in this way. Edin et al (2000) find that that return migration among refugees is low, less than 10 percent within 5 years since arrival, and if an immigrant is to leave Sweden, it is most likely to take place within the first few years after arrival. By excluding the most recent immigrants we may decrease the potential effects of return migration on our estimates. We also find it comforting that the results do not change very much between the samples with and without the years since migration restriction. 
Welfare Entry, Exit and Participation
Sweden experienced an increase in immigration in the 1990's. During this period the economy was also entrenched in a severe recession, with a trough around 1993-94 which only moderately leveled off by 1996. Throughout the period studied here, immigrants participated to a greater extent in social assistance, as well as our measures for receipt of either unemployment compensation and/or social assistance programs, than natives did, shown in Appendix There are substantial differences in the dynamic welfare behavior between immigrants and natives. Table 2 shows transition probability matrices separately for the three groups, as well as by gender. This table reveals several interesting relationships and patterns. We first examine the issue of state dependence, i.e. the probability of staying on welfare in two consecutive years, in the raw data. The data shows that immigrants are more likely to receive welfare in a given year, conditional on having received welfare in the previous year. The probability that native born men will stay on welfare in two consecutive years is 0.62, while for both non-refugee and refugee immigrants it is higher, 0.66 and 0.72 respectively. This relative relationship holds for our alternative welfare measure which includes participation in either social assistance and/or UI, but the differences are somewhat smaller. Clearly, these results also mean that immigrants are less likely to move out-of welfare than natives. As with the unconditional participation probabilities, the differences across groups are smaller for women. In fact, there appear to be no difference in the probability to stay on welfare in two consecutive years for native born and non-refugee women.
Conditional on not receiving welfare or unemployment compensation in a given year, it also appears that immigrants are more likely to collect either welfare or UI than natives are in the next year. Table 2 shows that about 1 percent of native males move from non-welfare dependence to welfare participation in consecutive years. The equivalent entry transition probability for refugee immigrants is slightly greater than 0.05, while it is close to 0.03 for non-refugee immigrants. If UI is included, the probability of shifting into welfare increases to 0.04 for native males, 0.05 for nonrefugee immigrants and to almost 0.1 for immigrants from refugee countries. As with the above reported probabilities, the differences across nativity groups are smaller for women.
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One of the objectives of this paper is to study the determinants of the transitions, or movements, in and out-of public assistance, and if there are any differences in these determinants between immigrants and natives. However, before we analyze the observed disparity in the behavior of immigrants and natives, we want to briefly examine differences in the observable characteristics between individuals who stay in a particular state and the ones who change states. Appendix Tables A3 and A4 show mean characteristics by previous year's state separately for men and women by nativity group.
In general, it appears that any movements out of welfare are associated with higher educational attainment, being married and having more children. Also a general relationship for state dependency appears to be age, namely, older individuals seem to be less likely to move out of previous year's state. Immigrants who have been in Sweden a longer time appear to be more likely to move out-of welfare and less likely to move into welfare.
The descriptive statistics indicates that immigrants are more likely to utilize both welfare and unemployment compensation than natives. Immigrants from refugee countries participate in these transfer programs to a greater extent than non-refugee immigrants. This is caused by both lower welfare exit probabilities and higher welfare entry rates. The immigrant-native gap is particularly large for immigrants from refugee countries.
Some of the above discussed differences between immigrants and natives may be due to differences in schooling levels, age, marital status, family composition, geographic location and local labor market conditions, but also to individual characteristics that are unobservable to the econometrician.
11 Given the differences in transition probabilities between immigrants and natives, we would also expect the distribution of the number of welfare and labor market spells to differ across groups. Table A2 shows the distribution of these spells for the balanced panel. Approximately 90 percent of native men did not utilize social assistance at all during the period 1991-2001, while only slightly more than half of refugee immigrants experienced no welfare participation spell. Close to 3 percent of refugee immigrants collected welfare for each of the eleven years. The respective figure for natives is substantially lower, 0.3 percent. Non-refugee immigrant men are utilizing social assistance less frequently than immigrants from refugee countries. These patterns hold up for the measure also including UI, as well as for women, although the differences are again smaller than what they are for men.
Model and Empirical Specification
To analyze transitions into and out of welfare, we estimate a dynamic logit model designed to control for unobserved heterogeneity and endogenous initial conditions. We further assume that the dynamic structure of welfare use can be approximated by a firstorder Markov model. The model can be described as follows. Assume that individuals (indexed by i, i=1,2,…,n) who belong to one of three nativity groups (indexed by m, natives (m=1), non-refugee immigrants (m=2), and refugee immigrants (m=3)) choose between receiving welfare and not receiving welfare benefits in any time period t (t=2,3,…,T).
Let the latent variable * imt y , which represents the value for an individual i, who belongs to nativity group m, from receiving welfare benefits at time t, be specified as: The error term, imt ε , is assumed to have the following error-components structure:
where im η represents an unobserved time-invariant individual specific effect and imt ν represents an error term and is assumed to be i.i.d. logistically distributed. 13 We also 12 We define the following immigrant arrival cohorts; arrival before 1968, between 1968 and 1975, between 1976 and 1980, between 1981 and 1985, between 1986 and 1990 and arrival after 1990. 13 Note however that the permanent factor, η, allows for a particular form of serial correlation in ε.
assume that X imt is strictly exogenous, conditional on im η , and that im η is independent of imkt ν .
14 Given these assumptions, the probability that an individual i, from nativity group m, receives welfare at time t is:
y is an indicator of welfare recipiency in the initial sample period, and
We follow Wooldridge (2005) and model the distribution of the unobserved effects conditional on the initial value of the dependent variable and any exogenous explanatory variables. 15 The main advantage with this approach is that it relaxes the need to explicitly specify a distribution for the initial condition, and we can write the latent can be written as:
We assume that the probability distribution of im κ can be approximated by a discrete distribution with a finite number, J, of support points, in the spirit of Heckman and Singer (1984) . Associated with each support point is a probability, j π , where
Finally, we normalized the mean to zero, E( im κ ) = 0, and the variance to one, Var( im κ ) = 1. We experimented with different values for J, and found that a model with J=2 fitted the data quite well. 16 This low dimensionality has been found in many studies of mixture models (e.g. Cameron and Heckman (2001) , Ham and Lalonde (1996) , and Eberwein, Ham and Lalonde (1997) ).
Empirical Results
In this section, we present the results from estimating the two specifications of the dynamic welfare probability model: a "standard" logit with no unobserved effects and the dynamic random effects logit specification presented above, which we will refer to as the "correlated random effects" (CRE) specification. We focus our attention on the welfare dynamics, i.e. entry and exit probabilities. We first discuss the effects of modeling individual time invariant heterogeneity on the estimated transition probabilities. We also discuss the effects of entry and exit probabilities on welfare participation rates, particularly on the immigrant-native welfare utilization gap. The section ends with a discussion of the sensitivity of our results towards a number of assumptions, as well as a discussion of whether our findings can reasonably be generalized to other time periods.
Estimated Entry and Exit Rates
To obtain estimated entry and exit rates from welfare, we again follow Wooldridge (2005) and average out the distribution of the unobserved heterogeneity and compute estimated participation probabilities as;
where the parameter estimates in the estimated probabilities are divided by the estimated standard deviation of the total error variance. 17 To illustrate the importance of controlling for endogenous initial conditions and unobserved heterogeneity, we present estimated transition rates for a standard logit specification in addition to those obtained from the CRE specification described in Section 5 above. For the standard logit specification, ρ are set to 0. To obtain estimates of the entry rate, we evaluate the equation above,
The estimates of the exit rate are obtained as;
( ) The estimated transition rates are presented in Table 3 . 18 For the standard logit model, which ignores the roles of unobserved heterogeneity and endogenous initial conditions, the estimated entry rate is 0.01 for native males, 0.025 for non-refugee males, 0.056 for refugee males, 0.009 for native females, 0.017 for non-refugee females, and 0.024 for refugee females. The estimated entry rates, which are similar to those presented in Table 2 , suggest that the higher welfare participation rates among refugee immigrants, relative to natives, are partially due to higher incidences of entering welfare in any given time period, relative to natives.
When controls for endogenous initial conditions and time invariant unobserved heterogeneity are incorporated into the model, our CRE specification, we find significant increases in the estimated entry rates for all groups. The probability that a native male (female) initiates welfare receipt in any given time period increase from 0.010 (0.009) in the simple logit specification to 0.014 (0.013) in the CRE specification. For male (female) immigrants from refugee countries, the estimated entry rate increases from 0.056 (0.024) to 0.092 (0.038). Thus, while the entry rates increased for all groups in the CRE specification, the difference in welfare entry rates between refugee immigrants and natives is higher than in the simple logit specification. The reason the entry rates increase in the CRE specification, relative to those found in the simple logit specification, is that the lagged dependent variable, The estimated exit rates, also presented in Table 3 , show that both male and female natives have higher probabilities of leaving welfare in any given time period than similarly endowed immigrants. Further, immigrants from non-refugee countries are more likely to leave welfare than refugee immigrants. This pattern holds regardless of estimation method. However, the simple logit model substantially underestimates the exit rates (and consequently overestimates persistence in welfare) for all groups. The difference in exit rates between the simple logit model and the CRE specification highlights the fact that a substantial proportion of persistence in welfare is due to unobserved heterogeneity (e.g. labor market preferences, skills, disability, and/or any other time-invariant variables omitted from the set of observables).
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Overall, the estimated transition probabilities presented in Table 3 suggest that the immigrant-native gap in welfare use in Sweden is due to a combination of both higher entry rates and lower exit rates among immigrants. The results also point to the importance of controlling for endogenous initial conditions and time invariant unobserved heterogeneity, such as in the CRE specification. In specifications that ignore these issues, welfare entry and exit rates, as well as differences in immigrant-native welfare dynamics, are substantially underestimated.
The Role of Observables and Transition Probabilities for the ImmigrantNative Welfare Participation Gap
In this section we discuss the effects of entry and exit probabilities on welfare participation rates, particularly on the immigrant-native welfare utilization gap. Utilizing the observed entry and exit rates, as shown in Table 3 , under the assumption of welfare being in steady state, the "implied" welfare participation rates are approximately 3, 7 and 16 percent respectively for native, non-refugee and refugee males respectively. For all three groups, the implied welfare participation rates are somewhat below the observed average participation rates, which also hold for women. A plausible reason for the differences between the average observed and the implied participation rates is that the observed welfare participation rates changes, mostly declined, over the sample period. The unadjusted welfare participation gaps for men are 4.4 percent and 12.9 percent for immigrants from non-refugee and refugee countries respectively. The unadjusted gaps among women are substantially smaller, about ½ of the respective immigrant-native male gaps.
The implied welfare participation rates and immigrant-native participation gaps, based on transition rates under different scenarios, are shown in We also analyze the gaps under the assumption of immigrants experiencing the native entry and exit rates separately. The predicted welfare participation gaps are very small, less than one percentage points for all groups, under the hypothetical scenario in which immigrant entry rates are those predicted of natives, maintaining immigrants' predicted exit rates. Table 4 shows that the participation gaps are substantially greater under the alternative hypothetical, in which immigrants experience natives' predicted exit rates. Now, the gap for male non-refugees is close to 3 percent, while it is slightly more than 7 percent for male refugees. These simulations strongly suggest that the welfare participation gap is predominantly caused by differences in entry rates, as opposed to exit rates, although both transition rates contribute to immigrant-native welfare participation gap.
The role of differences between immigrants and natives in observable characteristics is also addressed in Table 4 . We predict immigrant entry and exit rates utilizing the estimated immigrant CRE parameter vector while using native sample means. The simulations suggest that differences in observables is not the main contributing factor in explaining welfare utilization differences between immigrants and natives. In fact, it appears that differences in our observable controls between male natives and refugees explain only about 3 percent of the welfare participation gap.
Differences in observables between male natives and male non-refugee immigrants appears to contribute meaningfully to the welfare participation gap, approximately 20 percent is explained by these differences. Similarly, slightly less that 20 percent of the female refugee immigrant-native welfare participation gap is due to differences in observables. Roughly 2/3 of the small, 1.5 percentage points, female non-refugee-native welfare gap appears to be due to differences in the observables. The results in Table 4 also suggest that it is immigrant-native difference in the observables of welfare entrants and non-entrants that contribute relatively more to explaining differences in welfare utilization between immigrants and natives.
Results from Alternative Model Specifications
The empirical analysis presented above is based on data where the dependent variable equals one if a person received social assistance for at least one month during the year, and equals zero otherwise. However, it may be the case that social assistance serves as a form of unemployment insurance (UI) for certain groups who have not yet established themselves on the labor market, such as recent immigrants, as well as young natives, and therefore are not covered by the traditional UI system in Sweden.
To explore if our estimated results of differences in transition rates between natives and immigrants, as well as the role of these rates on the immigrant-native welfare participation gap, are sensitive towards the definition of the dependent variable, we reestimated the CRE models using a different definition of welfare participation. In this alternative definition, individuals are defined to be participants if they received social assistance and/or unemployment insurance during the year. The results from the application of this alternative definition are presented in Table 5 . As expected, the entry rates increase for all groups. For instance, for native males, the probability of initiating welfare and/or UI is 0.05, about 3.6 times higher than the entry rate for welfare only. For male refugees, the entry rate increase from 0.092 to 0.176. The exit rates are also significantly affected by the definition of welfare participation. For all groups, the exit rates decrease substantially. For native males, the exit rate decrease from 0.924 to 0.59 and for refugee males, the exit rate drop from 0.61 to 0.372.
Overall, these results suggest that transition rates in welfare participation are dependent on how we define welfare use. Using the broader definition, not surprisingly, we find a higher incidence of initiating welfare and a lower probability of leaving welfare for all groups. However, although the transition rates are significantly affected, our results concerning the role of entry and exit rates on the immigrant-native welfare participation gaps remain largely the same. In Table 6 , we present predicted participation rates as well as differences in participation between natives and immigrants from nonrefugee and refugee countries, respectively. The participation rates are predicted in the same way as in Section 6.2 above (i.e. assuming steady-state). Both the simulated participation rates and the implied immigrant-native participation gaps increase using our broader welfare definition. The predicted participation rates in welfare and/or UI is highest for refugee males, 32 percent, and lowest for native females, slightly below 8 percent. Assuming native entry rates in generating participation rates for immigrants yield substantially lower predicted participation rates and immigrant-native participation gaps. For example, if non-refugee immigrants faced the same entry probabilities as natives, maintaining differences in exit rates, the estimated difference in welfare participation between this group and natives would essentially disappear, the simulated gap is 0.004 for males and 0.002 for females. These results closely resemble our findings in Section 6.2. We obtain similar results for refugee immigrants, with a substantial reduction in the welfare gap. However, a non-negligible gap remains even after assuming native entry rates.
If we instead use natives' exit rate in generating participation rates for immigrants, the immigrant-native participation gaps remains quite large, especially for refugee immigrants. This result is also consistent with our findings above, and indicates that a major reason for differences in welfare use between immigrants and natives are the relatively large differences in probabilities of entering welfare.
To further examine the robustness of our results, we estimated specifications of the logit model under alternative assumptions regarding the unobserved heterogeneity and initial conditions. We considered a random-effects model with a probability distribution on the initial conditions, following Heckman (1981) and a fixed-effects logit model, which makes no assumptions on unobserved heterogeneity and initial conditions, following Honore and Kyriazidou (2000) . We find that the estimates on the lagged dependent variable, crucial for estimating transition rates, in these alternative specifications were similar to those obtained in the CRE specification. 20 Hence, we believe that our results are not driven by convenient stochastic assumptions on the initial conditions or unobserved heterogeneity.
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Can the Results Be Generalized to Recently Arrived Refugees?
The results thus far provide convincing evidence that differences in welfare participation between immigrants and natives are largely due to differences in welfare Using this shorter panel, we estimated the transition probabilities for two groups of male refugee immigrants, one group consisting of those who arrived in Sweden prior to 1991, and the other group consisting of refugees who arrived between 1991 and 1994.
The estimated entry (exit) rate for the former group is 0.073 (0.635). For the latter group, the entry rate is significantly larger, 0.181, and the exit rate is significantly lower, 0.278.
The implied predicted participation probability for recent refugee immigrants is 0.394, substantially higher than that predicted for all male refugee immigrants, 0.131. When we use natives' entry rates for recent refugee immigrants the implied participation rate drop 20 The results are presented in Tables A5-A10 . 21 We also assessed model fit by using predicted frequencies and compared them to the observed frequencies of welfare participation. We report predicted, based on the CRE specification, and observed year specific participation rates for males for the period 1992-2001, by nativity group, in Table A11 . The results for females are shown in Table A12 . The predicted distributions were calculated for each year between 1992 and 2001 (t=2,…,11). Overall, the predicted frequencies are quite similar to the observed frequencies indicating that the empirical models fit the observed distributions quite well.
to 0.048, a reduction of 34.6 percentage points. Using natives' exit rates instead reduce the implied participation rate to 0.164.
A potential explanation for the difference in welfare participation between the two refugee groups is the fact that recent immigrants have had less time to establish themselves on the labor market. Following the discussion above, they might not be covered by the traditional unemployment system and therefore need to rely on welfare for their subsistence. To assess the effects of being new on the labor market, we re-estimated the CRE model utilizing a sample consisting of native males who were less than 25 years of age in 1991. The estimated entry rate probability for this sample of young native males, who are relatively new labor market entrants, is 0.0314 or close to three times as larges as the estimated entry rate probability for the full sample of native males. Thus, welfare entry rates appear to be negatively correlated with time spent on the labor market.
The estimated exit rates appear not to be as sensitive to "newness' on the labor market.
Our estimated exit rate probability for the sample of young males is slightly lower than the full sample exit rates, 0.855 and 0.924 respectively. These results suggests that one reason for the finding of higher welfare reliance among refugee immigrants may be that they are more likely to be relatively new entrants on the Swedish labor market and that this effect operates primarily through the entry rate probability.
Summary and Conclusions
This paper analyzes transitions into and out of social assistance. We use data from a large representative Swedish panel data set, LINDA, for the years 1991 to 2001, to investigate if there are differences in welfare transition probabilities between immigrants and natives. The unadjusted data indicates that immigrants are significantly more likely to receive welfare than natives. The raw data also suggest that immigrants are more likely to enter welfare and less likely to leave welfare in any given time period than natives.
The immigrant-native differences are especially large for immigrants from refugee countries.
The empirical results suggest that the main reason for the immigrant-native welfare gap is differences in welfare entry rates. When using natives' estimated entry rates in predicting welfare participation for immigrants, we found that the welfare gap diminished substantially. While using natives' estimated exit rates also reduced the gap, the reduction was substantially smaller. Our results also indicate that immigrant-native differences in observable characteristics are not the main contributors to the immigrantnative welfare gap.
One potential reason for the observed difference in welfare participation between immigrants and natives is that welfare may serve as a form of unemployment insurance (UI) for certain groups who have not yet established themselves on the labor market, such as recent immigrants, and therefore are not covered by the traditional UI system. We explored this issue by considering an alternative definition of welfare that also includes the use of UI, and by comparing outcomes of different arrival cohorts of refugee immigrants. While the estimated transition rates were affected, the conclusion that the relatively higher immigrant welfare participation rates are primarily due to differences in welfare entrance still hold. Overall, our results appear to be robust towards different definitions of welfare use, different econometric specifications, and different arrival cohorts of immigrants.
Our results strongly indicate that the main route to reduce the immigrant-native welfare gap is to focus on reducing the probability, and need, of initiating welfare among immigrants. Possible policies that may address welfare entries, and welfare exits as well, include provision of employment and training for employable applicants. An advantage of training policies is that they may have long term beneficial consequences due to their human capital enhancing effect. The effectiveness of such policies, particularly for immigrants, is not addressed in this paper but is of great interest for future research.
Other policies that may particularly affect entry into reliance on welfare are welfare eligibility waiting time, time limits and generosity. Unfortunately, by definition these policies decrease the economic well-being of welfare participants, an obvious concern when addressing the situation of individuals in a precarious situation, such as refugee
immigrants. Although policies aimed at reducing welfare entries may reduce the immigrantwelfare participation gap, our results also indicate that part of the gap, particularly the refugee-native gap, is due to a large share of refugees in Sweden are relatively new labor market entrants and that new labor market entrants in particular display relatively high welfare entry rates and relatively low exit rates. Consistent with Hansen and Lofstrom (2003) , this suggests that the gap will be reduced as immigrants spend more time in the new host country.
Finally, it is important discuss whether our results can be generalized to other countries. Although certain aspects of both immigration and the structure of the welfare system are likely to be unique to Sweden, there are also many similarities in terms of the composition of immigrants, the support system for recently arrived refugee immigrants, and the difficulties faced by immigrants in the host country's labor market. These similarities suggest that our results are informative and useful to the immigration and welfare debate in other countries. -25,689.7 -28,702.7 -23,584.6 Note: Quasi-maximum likelihood standard errors in parentheses, except for the Fixed Effects Logit, which has bootstrapped standard errors based on 100 replications. In all samples, individuals are observed in each of the T=11 periods. To make parameter estimates comparable across models we use the standard Logit normalization (variance of composite error term equals π -3,198.7 -3,585.1 -2,925.9 Note: Quasi-maximum likelihood standard errors in parentheses, except for the Fixed Effects Logit, which has bootstrapped standard errors based on 100 replications. In all samples, individuals are observed in each of the T=11 periods. To make parameter estimates comparable across models we use the standard Logit normalization (variance of composite error term equals π 2 /3). All specifications include time effects, cohort effects, and country effects. These estimates are available upon request. Finally, the estimates in m λ are also available upon request. Note: Quasi-maximum likelihood standard errors in parentheses, except for the Fixed Effects Logit, which has bootstrapped standard errors based on 100 replications. In all samples, individuals are observed in each of the T=11 periods. To make parameter estimates comparable across models we use the standard Logit normalization (variance of composite error term equals π 2 /3). All specifications include time effects, cohort effects, and country effects. These estimates are available upon request. Finally, the estimates in m λ are also available upon request. -4,976.9 -5,714.7 -4,754.6 Note: Quasi-maximum likelihood standard errors in parentheses, except for the Fixed Effects Logit, which has bootstrapped standard errors based on 100 replications. In all samples, individuals are observed in each of the T=11 periods. To make parameter estimates comparable across models we use the standard Logit normalization (variance of composite error term equals π 2 /3). All specifications include time effects, cohort effects, and country effects. These estimates are available upon request. Finally, the estimates in m λ are also available upon request. Note: Quasi-maximum likelihood standard errors in parentheses, except for the Fixed Effects Logit, which has bootstrapped standard errors based on 100 replications. In all samples, individuals are observed in each of the T=11 periods. To make parameter estimates comparable across models we use the standard Logit normalization (variance of composite error term equals π 2 /3). All specifications include time effects, cohort effects, and country effects. These estimates are available upon request. Finally, the estimates in m λ are also available upon request. 
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